
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world by JSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.jstor.org/participate-jstor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



REVIEW OF THE THIRD QUARTER OF THE YEAR 



CHARLES J. BULLOCK 



THE third quarter of the year probably witnessed 
the beginning of a slow recovery of industry from 
the depression which commenced in the late spring of 
1920. The dullness natural to the summer months ob- 
scured the trend of events, and belated liquidation in 
certain industries which had been slow to readjust them- 
selves added to the perplexities of a trying situation. 
Looked at from one point of view, business never was 
worse. It was in a state of comparative prostration 
after a shock of unprecedented severity. In a few in- 
dustries there was a fair degree of activity, but in the 
larger number production had been curtailed or even 
suspended; and it was evident that there was no imme- 
diate prospect of radical improvement. Financial senti- 
ment continued generally pessimistic, in large part 
because the time had come for reckoning the losses which 
banks had suffered and for rehabilitating a few institu- 
tions which had been most severely hit. There was 
apparently little reason for optimism among investment 
committees, and there were many reasons for gloomy 
estimates of current conditions. It was indeed danger- 
ous to suggest that business ever could or would be any 
better. 

But while pessimism continued rampant, wholesale 
commodity prices, both in the United States and in the 
leading European countries, had rebounded from the 
low points reached in the late spring, giving evidence 
that the precipitate decline had come to an end. In 
August came the first indication of improvement in the 
iron and steel industry, when the output of pig iron in- 
creased 10 per cent over the figures for the previous 
month, a change which was presently followed by simi- 
lar upward turns in other branches of the trade. More 
spectacular was the sharp rise in the price of cotton, 
which between July 30 and September 1 advanced from 
12. 1 to 17.5 cents per pound. By September there 
was sufficient visible improvement in a majority of in- 
dustries to bring about an upward turn in most of the 
indices of business conditions, including the statistics 
relating to employment. Whether the change was more 
than the seasonal increase of business activity, which 
apparently had begun in August, is not clear at the time 
of writing. Curve B of our index chart shows, after 
being corrected for the seasonal factor, a slight upward 
movement but not enough to justify a very optimistic 
forecast. The most that can be said is that business is 
slowly rising out of the trough of industrial depression 
and will probably continue to show a gradual improve- 
ment unless further untoward developments occur. 

But "improvement" does not mean that conditions 
have been or are now good. When the patient has been 
very sick, one can pronounce him better when he could 
not possibly call his health good. Copper mining is 
practically suspended; in many factories not a wheel is 

C334 3 



turning; part-time operation is very common; and 
only here and there is there anything that can reason- 
ably be called prosperity. Frozen credits are in the 
course of liquidation, and recent months have probably 
witnessed a considerable acceleration of this process; 
but many concerns are still being carried by their credi- 
tors and in the agricultural sections of the country it is 
already evident that more than one year will be needed 
to reduce to manageable proportions the debts left from 
the recent period of flush times. Those who are brought 
into daily contact with these unpleasant conditions are 
naturally impressed with the fact that business is very 
bad and sometimes express impatience when one applies 
the comparative degree of the adjective, good, to a situ- 
ation which does not in any respect justify the use of the 
positive degree. Yet it is a condition which always 
exists when severe sickness has been followed by con- 
valescence. Business did improve during the third 
quarter of 192 1 but not to such a degree as to make it 
anything but bad at the opening of the fourth quarter. 
The revival has begun, but revival has meant merely 
the gradual predominance of healing processes over the 
forces which during last spring and winter were produc- 
ing headlong and precipitate liquidation. Practically 
all the conditions have been what the student of busi- 
ness cycles would have expected. The old landmarks 
have not been destroyed, although some of them were 
submerged by the wave of inflation that resulted from 
the war. Now that the wave has receded, having 
wreaked its usual havoc and destruction, we can see 
that the damage is beginning to be repaired and that 
conditions are gradually mending themselves. There is 
nothing to invite enthusiasm, but there is reasonable 
ground for confidence that the worst is over and that 
better things lie ahead. 

The events of the summer and early fall have been 
pretty fully recorded in the Review of Economic Sta- 
tistics, and there have been few striking developments 
that require notice in this. quarterly summary. Since 
the spring of 1919 our index chart has given a reliable 
picture of business conditions and it probably does so 
now. Money is easier, but it has not yet declined 
enough to indicate that the time has come for a rapid 
upward swing of speculative and business activity. In 
speculative and in commodity markets the bottom has 
been reached, and there has been a sufficient rebound to 
justify the belief that the future trend of things will be 
upward; but improvement is slow, and there is no im- 
mediate prospect of a radical change. 

With European conditions what they are, it is not to 
be expected that revival of industry can proceed very 
rapidly in the United States. This country is so large 
and possessed of such varied resources that its fortunes 
are less bound up with foreign trade than those of many 
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Other countries; but it is certain, nevertheless, that 
some of our important industries depend upon foreign 
markets to an extent that affects vitally their prosperity, 
and that we cannot escape the backwash of the calami- 
ties that have befallen Europe even if we would. We 
are, therefore, bound to be interested in European condi- 
tions and must take them into account in our estimates 
of the past and present trend of American business. 
That Europe has not yet reached an assured peace, and 
that most of the late belligerents are still deeply in- 
volved in the mire of inflation and the subsequent indus- 
trial depression, are among the important reasons for 
the slow recuperation of the United States. 

The third quarter has brought but two developments 
which promise some improvement in world affairs. The 
first is the lifting of the Allied economic sanctions and 
the conclusion of an agreement between France and 
Germany, the so-called Loucheur-Rathenau agreement, 
by which provision is made for the delivery of recon- 
struction materials and other German manufactures to 
France to the amount of seven billion gold marks, which 
will immeasurably facilitate reparation payments dur- 
ing the next four years. The second is the calling of the 
Washington Conference to consider the limitation of 
armaments, which may accomplish something practical 
in the promotion of better relations between the leading 
nations of the world. American business men should be 
vitally concerned in the results of this conference, and 
its outcome may materially affect the course of business 
during the next few years. 

Our foreign trade seems to have very largely read- 
justed itself to the unsatisfactory conditions that have 
followed the collapse of the post-war boom. From 191 5 
to the end of 1920 American industry felt the stimulus 
of an unprecedented foreign demand for its products, 
which has now about reached its end. Accordingly, our 
exports have shrunk from the unprecedented figures of 
a year ago to a point which probably represents some- 
thing like low-water mark. From six or seven hundred 
million dollars per month during the last half of 1920, 
exports have fallen to an average of three hundred and 
thirty-nine millions during the third quarter of 1921. 
They may go lower before the turn comes, but since 
last April they appear to have become stabilized at a 
monthly average of about 335 millions; and when the 
next change comes, it may well be for the better. That 
we have taken up the shock which was bound to result 
from the unbalanced condition of our foreign trade at 
the end of 1920 is one of the facts that justify the con- 
clusion that the worst of the present depression is over. 
Security issues during the third quarter reflected the 
prevailing dullness of trade. The total of the industrial 
issues amounted to $515,000,000, which is to be com- 
pared with a total of $1,442,000,000 during the first six 
months of the year. State and municipal bond issues 
during the third quarter aggregated $295,000,000, while 
foreign government loans floated in the United States 
came to $47,500,000. For the quarter the total issues of 
industrials, municipals, and foreign government securi- 



ties totaled $858,000,000, which is substantially below 
the rate for 1920 during which year the total of the 
reported security issues amounted to $4,138,000,000. 
Foreign financing, of which we hear so much, still pro- 
ceeds upon a hand-to-mouth basis, and is likely to con- 
tinue to do so unless conditions greatly change. There 
will be for several years to come a large foreign demand 
for American capital, but our willingness or ability to 
meet this demand, except in a limited hand-to-mouth 
fashion, remains to be demonstrated. Gold continues 
to accumulate in the United States, government paper 
continues to be issued in Europe, and there is not much 
prospect of immediate change. 

Crop moving this year has proceeded without materi- 
ally affecting the process of credit liquidation. There 
has been some increase of interbank borrowing within 
the federal reserve system, and currency has moved as 
usual from the cities into the country; but on October 
11, with the seasonal demands nearly over, bank statis- 
tics show that during the third quarter there was more 
liquidation than expansion. Between July 6 and Octo- 
ber 1 1 the federal reserve banks reduced their discounts 
from $1,801,000,000 to $1,403,000,000, while their notes 
in actual circulation declined from $2,672,000,000 to 
$2,476,000,000 and the reserve ratio increased from 60 
to 68.5 per cent. Meanwhile 1 all reporting member 
banks decreased their loans and investments from $13,- 
881,000,000 to $13,680,000,000, and decreased their re- 
discounts at the federal reserve banks from $893,000,000 
to $636,000,000. In September, of course, there was a 
slight increase of the loans and investments of member 
banks, but this was not sufficient to affect materially 
such comparisons as we have made of the statistics at 
the beginning and the end of the quarter. The progress 
of liquidation has not been equal in all parts of the 
country. In all sections there is a considerable "hang- 
over" of frozen credits, but this is vastly greater in the 
agricultural districts than in the industrial and commer- 
cial sections. Some data which we recently published 
showing that Western and Southern federal reserve 
banks had reduced their rediscounts with other reserve 
banks have brought to us the information that this may 
have resulted from the sale outside of these federal re- 
serve districts of a recent issue of United States cer- 
tificates of indebtedness which had been bought by 
banks of the Western and Southern districts in the usual 
way, that is, by giving the government credits for the 
amount of the certificates purchased. More than one 
crop season, evidently, will be needed to liquefy the 
assets of the banks in many of the agricultural states. 

While the third quarter of the year records, upon the 
whole, a substantial improvement in fundamental con- 
ditions it has not brought a solution of the problem of 
federal taxation. Since 191 7 the United States has been 
trying to raise the bulk of its revenues from taxes levied 
in the first instance upon a comparatively small number 
of wealthy people and corporations who have few votes 

1 The two dates for the reporting member banks are July 6 and 
October 5. 
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but are supposed to have much ability to pay. If these 
taxes finally rested where they were originally imposed 
and tended to produce general welfare and prosperity, 
the system would never be changed and wealthy people 
would have to adjust themselves to it as best they could. 
But it was long ago evident that the federal tax laws 
were not working as intended, that they were imposing 
impossible levies upon paper profits that could never be 
realized, and that they diverted investments into non- 
productive public channels and reacted disastrously 
upon business. Congress has evidently been reluctant 
to deal with this matter in a radical and helpful fashion. 
It either does not appreciate the enormous harm that 
unwise tax laws have wrought or else is afraid to reduce 
or abolish taxes which are popularly, though errone- 
ously, supposed to be gathered from a small number of 
people in accordance with the principle of ability to pay. 
After weeks of consideration the House of Representa- 
tives passed a tax bill which gave little relief, and the 
Senate seems likely to pass a bill, which is a thing of 
shreds and patches, that makes confused and complex 
laws even more confused and complex and gives sub- 
stantially no immediate relief to industry. We realize 
the difficulties of the situation, but are bound to deal 
with facts as they affect business conditions in the 
United States. In our opinion the recovery of business 
will continue to be slow, unless the federal tax laws are 
revised along intelligent lines. Conditions are improv- 
ing; but the government is requiring business men to 
work under a terrible handicap, and is directly contrib- 
uting to prolong the stagnation of trade and all the 
evils that it brings in its train. Unless, as now seems 
most improbable, something is done to change the 
course of federal revenue legislation, we may expect that 
during the economic cycle upon which we are just enter- 
ing business must be conducted under a handicap that 
will greatly delay the return to normal conditions and 
may prevent us from witnessing any considerable degree 
of prosperity. 

While unwise methods of taxation are exerting a de- 
pressing effect, the government appears to have entered 
upon a policy which may result in artificial stimulation. 
We refer, of course, to the various measures which have 
been taken or are under contemplation for bringing 
about easier money and credit conditions or encourag- 
ing the states and municipalities to undertake various 
public works with a view to diminishing unemploy- 
ment. 

We are living in a time when the tendency is to look 
to the government in almost all matters, economic, 
social, or personal; and it was simply inevitable that 
appeal should be made to both national and local au- 
thorities for assistance in a period of deep industrial 
depression. What we have witnessed in recent months 
is a more elaborate program than ever before has been 
undertaken to relieve a distressing situation. As is ob- 
served elsewhere in this issue, an artificial stimulus 
would have been of no avail last spring; but, whatever 



may be the final result, there can be no question that it 
may be of some efficacy at this time. The principal 
danger is that the thing may be overdone with the result 
that the last condition of the patient will be worse than 
the first. There has always been a strong latent senti- 
ment in favor of inflation in the United States, which 
upon every convenient occasion has led to demands for 
cheap money or credit expansion. Recent utterances of 
the Comptroller of the Currency and the last reduction 
of the discount rate of the federal reserve bank in New 
York have naturally led to speculation as to whether 
the mechanism of the federal reserve system is not going 
to be utilized in the effort to restore prosperity. In this 
connection too it must be remembered that the unprec- 
edented movement of gold toward the United States 
has created a condition likely to result in credit expan- 
sion unless the greatest care is taken to avoid it. Alto- 
gether it seems possible that the course of business 
during the next year will be materially affected by 
governmental action designed to stimulate industrial 
activity. 

It is therefore a perplexing combination of forces 
which will control the movement of business during the 
fourth quarter of 192 1. The worst shock of the process 
of deflation has passed; and fundamental conditions 
appear to be slowly on the mend, although many things 
are still out of joint. Unwise tax laws act as a deterrent 
to enterprise, impair the credit of all individuals and 
concerns subject to demands for unknown and unknow- 
able amounts of back taxes, and affect unfavorably the 
flow of investment capital. And then, at the same time, 
powerful governmental agencies are being invoked to 
bring about conditions that may tend to stimulate in- 
dustry into new life. As if the situation were not already 
sufficiently confused, we face, at the time of writing, the 
possibility of a railroad strike which, if it occurs, will 
prolong the period of business unsettlement. Concern- 
ing the strike we venture to express the opinion that the 
railway unions have had their own way for so long that 
it is unlikely that they will relax their control of the 
railroad industry without a struggle. It is possible, and 
perhaps probable, that some kind of a compromise may 
be patched up which will avert a strike at this time; but 
such action will merely postpone the inevitable issue. 
Sooner or later the country must decide whether it pro- 
poses to allow the national highways to be controlled by 
labor unions who, in defiance of the federal government, 
propose to dictate the terms upon which these highways 
shall be managed. There is probably no better time for 
settling that question than the present. We realize 
fully what a strike will mean, but think that the price 
may well be paid in order to secure a solution of the 
problem. Capital invested in railways is now held to be 
affected with a public interest, and therefore is subject 
to public regulation. The time has come to find out 
whether the same rule applies to labor; and if the issue 
is squarely joined, there can be no doubt about the 
outcome. 



